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ABSTRACT 
This study is established to determine the relationship between capital structures and 
firm performance. In this analysis, 120 consumer product companies were selected as 
a sample from the Bursa Malaysia. The financial reports that collected by current study 
is started from year 2013 to year 2017. This study used pooled ordinary least square 
(OLS) and fixed effect model (FE) to examine the association between capital structure 
and firm performance. Mostly consumer product firm raise funds though issuance 
shares and need to improve its assets management. Current study result showed that 
there is a significant relation between capital structure and firm performance. Total 
debt to total assets (TD) and total equity to total assets (TE) have a significant and 
negative relation with Tobin's Q (TQ). Liquidity (LIQUD) and tangibility (TANG) 
have a significant and negative impact on firm performance; while, firm size (SIZE) 
has a significant and positive impact on firm performance. Consumer product firm 
should diversify its investment and involve in different market segment in order to 
maximize shareholders' wealth. Future study can be including the external factor 
variable in his or her research such as income tax, inflation rate, exchange rate and so 
on. 






AB ST RAK 
Kajian ini dijalankan untuk mengaji hubungan antara struktur modal and prestasi 
firma. Dalam analisis ini, 120 syarikat-syarikat dalam industri produk pengguna telah 
dipilih sebagai sampel dari Bursa Malaysia. Laporan kewangan yang telah dikumpul 
oleh kajian ini bermula dari tahun 2013 hingga tahun 2017. Kajian ini menggunakan 
regresi panel biasa dan model kesan tetap untuk mengaj i hubungan antara struktur 
modal and prestatsi firma. Kebanyakan firma produk pengguna meningkatkan dana 
dengan terbitan saham dan perlu meningkatkan kecekapan dan keberkesanan 
pengurusan asset. Analisis ini menunjukkan bahawa terdapat hubungan yang 
signifikan antara struktur modal dan prestasi firma. Nisbah keberhutangan (TD) dan 
Nisbah ekuiti (TE) adalah signifikan dan negatif berhubung dengan Tobin's Q (TQ). 
Kecairan (LIQUID) dan Ketara (TANG) juaga memberi kesan yang negatif ke atas 
pretasi firma, manakala saiz firm (SIZE) memberi kesan yang positif ke atas prestasi 
firma. Firma produk pengguna juga perlu mempelbagaikan pelaburan dan melibatkan 
dalam pelbagai segmen pasaran untuk memaksimumkan pemegang saham pulangan . 
Kajian masa depan boleh mengambil kira pembolehubah faktor luaran dalam kajian 
mereka seperti cukai pendapatan, inflasi, kadar pertukaran wang dan sebagainya. 




Firstly, I wish to truly appreciate my supervisor, Dr. Norshafizah Binti Hanafi 
for her encouragement and effort to assist me in completing my thesis no matter what 
problems I facined. I would not complete my thesis without her supervising, feedback, 
suggestion, and endless patient towards me. 
Next, I would like to express my appreciation to my lovely family for their 
encouragement and supportive throughout all my studies at University Utara Malaysia 
(UUM). Furthermore, I would like to dedicate special thanks to my employer Kwang 
Hua Private High School for tolerance my inconvenience request such as apply leave 
for my study. Besides, I also want to thank Universiti Utara Malaysia Kuala Lumpur 




TABLE OF CONTENTS 




TABLE OF CONTENTS V 
LIST OF TABLES VIII 
LIST OF FIGURE VIII 
LIST OF ABBREVIATIONS IX 
CHAPTER ONE 1 
INTRODUCTION 1 
1 . 1  Introduction 1 
1.2 Background of the Study 1 
1 .2.1 Firm Performance and Capital Structure 1 
1.2.2 Consumer products industry in Malaysia 3 
1.3 Problem Statement. 4 
1.4 Research Questions 6 
1 .5 Research Objective , 7 
1 .6 Significance of Study 7 
I .  7 Scope of the Study 8 
1 .8  Organization ofStudy , 9 
CHAPTER TWO 10 
LITERATURE REVIEW 10 
2.1 Introduction 10 
2.2 Theories relate to the Study 10 
2.2. I Pecking order theory IO 
2.2.2 Signaling theory 1 1  
2.3 The impacts of capital structure on firm performance 12 
2.3. I The negative impacts of debt financing on firm performance I 2 
2.3.2 The positive impact of debt financing on firm performance 16 
2.3.3 The positive impact of equity financing on firm performance 17 
2.3.4. Previous studies 1 8  
v 
2.4 The impact ofliquidity on firm performance 20 
2.5 The impact of tangibility on firm performance 21 
2.6 The impact of firm size on firm performance 21  
2. 7 Chapter summary 22 
CHAPTER THREE 23 
METHODOLOGY 23 
3.1 Introduction 23 
r: 
3.2 Theoretical Framework 23 
3.3 Hypotheses development 24 
3.4 Research design 27 
3.5 Operational definition 28 
3.6 Research Instruments 29 
3.7 Population and sample 30 
3.8 Data collection procedure 3 1  
3.9 Techniques of data analysis 31  
3.9.1 Descriptive statistic, normality test and correlation 3 1  
3.9.2 Regression analysis 32 
3 . 10  Chapter summary 33 
CHAPTER FOUR 34 
RESULTS AND FINDINGS 34 
4.1 Introduction 34 
4.2 Demographic profile 34 
r= 
4.3 Descriptive statistics 36 
4.3. J Dependent variable 36 
4.3.2 Independent variable 37 
4.4 Normality tests 38 
4.5 Pearson correlation analysis .40 
4.5.1 Correlations between ROE and independent variables 41 
4.5.2 Correlations between ROA and independent variables 41 
4.5.3 Correlations between Tobin's Q and independent variables 42 
4.5.4 Correlations between PE and independent variables 42 
4.6 Linear regression analysis 44 
4.6.1 Relationship between ROE and explanatory variables 45 
4.6.2 Relationship between ROA and explanatory variables 47 
4.6.3 Relationship between TQ and explanatory variables 49 
4.6.4 Relationship between PE and explanatory variables 51  
4. 7 Hypotheses testing 53 
4.8 Chapter summary 55 
VI 
.- 
CHAPTER FIVE 57 
CONCLUSION AND RECOMMENDATIONS 57 
5.1 Introduction 57 
5.2 Discussion offinding 57 
5.3 Recommendation 58 
5.4 Conclusion 60 
REFERENCES 61 
APPENDICES 65 
List of Companies 65 
VII 
n 
LIST OF TABLES 
Table 3.1 Operational Definition 28 
Table 3.2 Variables and Proxies 29 
Table 3.3 Summary of Population and Sample Size 30 
Table 4.1 Demographic Industry 35 
Table 4.2 Demographic Annual Sales 35 
Table 4.3 Descriptive Statistics of Dependent Variable 36 
Table 4.4 Descriptive Statistics oflndependent Variable 38 
Table 4.5 Skewness and Kurtosis Test of Variable 39 
Table 4.6 Pearson Correlation Analysis among variables .43 
Table 4.7 The relationship between ROE and explanatory variables .45 
Table 4.8 The relationship between ROA and explanatory variables .47 
Table 4.9 The relationship between TQ and explanatory variables 50 
Table 4.10 The relationship between PE and explanatory variables 52 
Table 4 . 1 1  Summary of hypothesis testing result 55 
LIST OF FIGURES 
Figure 3: 1 Theoretical Framework 24 
viii 
LIST OF ABBREVIATIONS 
r-« AP Accounts payable 
BNK Bank's assets over GDP 
� 
BTP/TA Before tax profit/total assets 
CR Capital ratio 
� 
CSTFTA Consumer and short-term funding to total assets 
� DC Debts to capital 
DEMV Debt to equity market value 
r-.. 
DR Debts ratio 
EPS Earnings per share 
FE Fixed effect 
� FF Family firms 
GDPGR GDP growth rate 
GM Gross profit margin 
GS ALES Growth in sales 
r-.. 
HERF Herfindahi index of market concentration 
INF Inflation rate 
LDCE Long-term debts to common equity ratio 
� LONTA Loan to assets ratio 
LTD Long-term debts 
� 
MBR Market value to book value 
MBVR Market value of equity to book value of equity 
� 
MBVE Market Value of Equity and Book Value of Liabilities divided by 
Book Value of Equity 
� 
MCAP Stock market capitalization to GDP 
� MKTGROW Growth of market deposits 
NFF Non-family firm 
r-« NIEATA Non-interest earning assets to total assets 
� ix 
'I 
OLS Ordinary least square 
� OM Operating Margin 
OVRHD Overhead to total assets 
,--. 
PM Profit margin 
PROF Earnings before interest and tax plus depreciation to total assets 
� 
PTAX Pretax profit 
,- ROA Return on assets 
ROC Return on capital 
� 
ROE Return on equity 
SHARE Bank's market share 
� 
SIZE Firm size 
,- SL/EMP Sales per employee 
SME Small medium enterprise 
r--: 
STD Short-term debts 
TD Total debts to total assets 
-, 
TDA Total debts to total assets 
TDE Total debts to total equity 
;-' 
TDTQ Total debts to total equity 
� TE Total equity to total assets 






This chapter begins by introducing the background to the study and sets the 
research design by its problem statement. It will spell out the research objective, 
identify the research questions, scope of the study to determine the limits to the study, 
and significance to relevant stakeholders. To clearly define the study, the various 
definition used are stated at the end of the chapter ends as key terms used. In a short, 
there are eight sub- topics discussed in the first chapter. Generally, to sum up this 
chapter gives an overview or the big picture for reader to understand the research 
design, terms used and importance of this study. 
1.2 Background of the Study 
This section presents the eight sub-topic that discusses the effect of capital 
structure on firm performance and Malaysia consumer products industry in general. 
The details are as follows. 
Firm Performance and Capital Structure 
The definition of firm performance and importance of firm performance 
measures are discussed in this section. A background of capital structure and 
Malaysian Consumer Product Industry condition are briefly introduced on this section. 
According to stakeholder theory, firm performance can be defined as the fulfillment 
of companies on their stakeholders' right in seven aspects, they are growth, 
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